According to the Bank of Russia's preliminary assessment of the BOP in January-March 2016, the current account balance stood posi ve at $11.7bn, declining by 61% (by $18.3bn) from Q1 2015. This considerable shrinkage resulted from a decline in the trade balance because exports declined at faster pace than imports of goods and services.
According to the Bank of Russia's preliminary assessment of the BOP in January-March 2016, the current account balance stood posi ve at $11.7bn, declining by 61% (by $18.3bn) from Q1 2015. This considerable shrinkage resulted from a decline in the trade balance because exports declined at faster pace than imports of goods and services.
In Q1 2016, exports of goods were down by 34.3% from Q1 2015 (from $90.2bn to $59.3bn), including exports of crude oil (by 38.3% to $14.0bn), natural gas (by 30.7% to $7.9bn), due to falling global prices of energy-carrying resources. However, imports of goods at the same period dropped by only 15.4% (from $44.7bn to $37.8bn) due to a weakening rouble and aggregate 1 This paper was originally published in Online Monitoring of Russia's Economic Outlook No.6(24 Sources: Bank of Russia, Gaidar Ins tute's own calcula on.
Fig. 1. Russia's trade balance and global oil price index in 2006-2015
The index of oil prices (Q1 1995 = 100%, right scale) Trade balance demand. As a result, posi ve trade balance was down 52.5% (from $45.5bn to $21.6bn) (Fig. 1) .
The dynamics of the rest of the current account items prevented posi ve balance from declining. For example, the service balance defi cit in Q1 2016 stood at $4.7bn, declining (in absolute value) by 43.4% from Q1 2015. Imports of services dropped by 28.5% to $14.3bn mainly because the Russians cut their interna onal travel costs, and exports of services fell by 18.8% to $9.5bn.
The compensa on of employees balance dropped by 46.7% to -$0.8bn (-$1.5bn in Q1 2015). The investment income balance defi cit was down 29.2% from the same period of 2015 (from -$4.8bn to -$3.4bn) due to decline in costs of servicing external debts that were reduced. Investment income receivable dropped by 23.9% (from $8.8bn to $6.7bn) due to shrinkage of foreign assets held by the private sector, that were used to meet external obliga ons. The income payable by non-fi nancial enterprises declined by 28.2% ($7.9bn). However, the situa on in the banking sector was characterized by an increase in income receivable from $1.1bn in Q1 2015 to $2.5bn in Q1 2016.
The decline of BOP current account surplus was a ended by a comparable shrinkage of fi nancial account defi cit that stood at $7.5bn in Q1 2016 (versus $37.5bn in Q1 2015 and $13.0bn in Q4 2015) . In M3 2016 Russian economic agents' obliga ons owed to foreign economic agents dropped by $11.8bn, whereas in Q1 2015 foreign obliga ons decreased by $38.7bn. In par cular, in Q1 2016 banks reduced their external obliga ons by $8.0bn (by $24.5bn in Q1 2015) by making repayments on previously accumulated debts. The non-bank sector reduced their external obliga ons by $1.3bn (by $7.3bn in Q1 2015). While in Q1 2015 foreign direct investment to the non-bank sector amounted to $2.8bn, in Q1 2016 they were down to $0.9bn. Indebtedness under the item 'credits and loans" rose by $0.1bn, whereas it shrank by $7.0bn in Q1 2015.
Note that in 2016 economic agents are due to pay $80bn ($120bn in 2015). Next peak repayments that are due in June and in Q4 2016 will temporally push down the rouble exchange rate.
The BOP sta s cs show that economic agents used foreign assets to meet their obliga ons. Foreign assets held by residents (foreign economic agents' obliga ons owed to Russian economic agents) dropped by $4.3bn in January-March 2016 (a decline of $1.2bn in Q1 2015). Foreign assets held by the banking sector contracted by $7.8bn (a growth of $10.3bn in Q1 2015). Fo reig n assets held by the banking sector shrank partly due to banks' payments due on foreign currency loans received from the Bank of Russia. In the period between January and March 2016, foreign currency liquidity received by credit ins tu ons from the Bank of Russia dropped by Rb 5.6bn. Capital exports from other sectors decreased by 57.8% to $3.8bn, of which direct and por olio investment abroad amounted to $3.7bn and $0.2bn, respec vely ($4.8bn and $1.1bn respec vely in Q1 2015). Overall, net capital exports in the private sector stood at $7bn, that is, more than 4.5 mes below the value seen in Q1 2015 (Fig. 2) .
The BOP sta s cs show that in Q1 2016 interna onal reserves assets increased $2.6bn because the banking sector redeemed their outstanding foreign currency loans received from the regulator.
Thus, the posi ve trade balance contributed much less to foreign currency infl ow to Russia in Q1 2016 than in Q1 2015 because exports of goods declined at faster rate than imports. Investment income receivable as well as exports of services con nued to be primary source of demand for foreign currency. However, the upward eff ect of foreign currency infl ow via these channels on the rouble exchange rate was off set by foreign currency ou low that was necessitated by external debt interest payments, as well as by payments for imports of services. In Q1 2016 banks and other sectors showed demand 2008 Q2 2008 Q3 2008 Q4 2008 Q1 2009 Q2 2009 Q3 2009 Q4 2009 Q1 2014 Q2 2014 Q3 2014 Q4 2014 Q1 2015 Q2 2015 Q3 2015 Q4 2015 Q1 2016 Source: Russia's Central Bank.
Fig. 3. Key sources of foreign currency supply and demand
Net capital ou low (dollars in billions) Net capital ou low/foreign trade turnover (%) Q1 2008 Q2 2008 Q3 2008 Q4 2008 Q1 2009 Q2 2009 Q3 2009 Q4 2009 Q1 2014 Q2 2014 Q3 2014 Q4 2014 Q1 2015 Q2 2015 Q3 2015 Q4 2015 Q1 2016 for foreign currency, reducing their external obliga ons. However, this had no serious eff ect on the foreign exchange market because banks reduced their foreign liabili es mostly using their foreign asset holdings (Fig. 3) . In Q1 2016, the US dollar to rouble nominal exchange rate decreased by 7.2%, from 72.88 to 67.61 roubles per US dollar. As a reminder, in the second half of January 2016 the rouble was traded at 80 roubles per US dollar in the foreign exchange market. Due to stabilized infl a on and a slump in the rouble nominal exchange rate in January 2016, despite a correc on in February-March 2016, the rouble real eff ec ve exchange rate in Q1 2016 depreciated by 4.8% from December 2015, reaching levels seen in January 2005. In February-March 2016 the rouble was driven up by a 13.7% spike of crude prices, to $38.64 a barrel, in response to a decline in the US oil produc on, as well as over news that Russia and OPEC coun es may agree on cu ng oil produc on.
The fi nancial account dynamics contributed to the rouble apprecia on in Q1 2016. The rouble is supported by a major slowdown of capital ou low in the private sector due to stabilized geopoli cal context, the Bank of Russia's moderately strict monetary policy that makes rouble assets a rac ve, as well as slower rates of repayment of obliga ons owed by banks and other sectors. Our es mates show that the current rouble real eff ec ve exchange rate is fundamentally substan ated. The Russian rouble may fi rm up further if prices of energy-carrying resources go up and sanc ons against Russia are li ed. To counter rouble's apprecia on, Russia's Central Bank may start buying foreign currency to increase its interna onal reserves.
